ABSTRACT
Introduction
Every firm needs adequate capital to perform efficiently. Generally, firms fulfill their financial requirement by issuing equity share, preference share, debentures and long term bonds. Rights issue is one of the instruments to raise additional capital. We can describe the preemptive right or rights as the privilege offered to existing stockholders for buying specified number of additional shares of the company's stock before the stock is offered to outsiders for sale. They have value because generally they are offered at a subscription price somewhat lower than the market price of share. In the secondary market, investors are willing to buy the share that has been attached to the preemptive right. But to buy additional number of shares, the shareholder should have his/her name in company's book before the record date. Hence before the record date, there will be a great demand of share attached with rights. Demand is increased because large numbers of people rush to secondary market in order to enlist their name in the company's book before record date so that they can enjoy the benefits of right offering. On the other hand, existing shareholders generally have no willingness to sell the shares to exercise the rights. Due to this double pressure, the price of share goes upwards.
Theoretically price of share increases after rights offering and decreases after the issue of right share but some practical cases in Nepalese companies have mixed results in this regard. Nepal Finance and Saving Company Ltd. announced issue of right share for the first time (December 1, 1995) when market price of its share was constant at Rs. 110 for two months before announcement. But after announcement, there was only one transaction before the record date that even at a price below its previous market price. Ace Finance Company Ltd. is another example whose stock price was Rs. 410 before the announcement but after announcement there was no transaction at all before the record date. Necon Air's stock was priced at Rs. 309 before the right share announcement but it grew up to Rs. 366 after the announcement. This is the case that follows the price movement consistent with the theory that rights offering announcement appreciates the price of the share. Share prices of the majority companies were decreased after the rights share announcement and decreased rapidly after allotment. Only few companies met the theory.
The following table shows the contribution of rights issue in the total public floatation in each fiscal year in which rights issue had taken place. This study is mainly focused on the right share issue practice in Nepal and the impact of rights offering announcement in the market price of share. This study is helpful to investors, security dealers, students and the companies themselves which are the samples of the study. It helps these parties to know about the share price movement after the issue of right share.
Research Methodology
Data used for this study were collected mostly from secondary sources including the records available with the SEBO/N, annual reports of respective companies and the directories of the stock exchange. The share prices were collected from the official quotation list of NEPSE published in the national daily newspapers such as Kantipur, Gorkhapatra, and The Kathmandu Post as well as trading report of NEPSE. Besides these, primary data were collected through questionnaires and interview. Basically this study covers those companies which are listed in NEPSE and have issued rights share. In addition, this study covers the data of five years (2059 ( -2064 period. The research throws light on several aspects of the corporate financial policies and practices regarding rights offering such as subscription price, subscription ratio, total issue Vs total subscription of rights share, frequency of the rights offering by an individual company and legal provisions regarding the rights offering.
As To test out research hypothesis, t-statistics is used here. T-statistics has been used to test the significance of the differences between the share price before and after the announcement of the rights offering by the companies. Here the researcher has used paired t-test. In the above table, we can see the price movement of share price of Nepal Bank Ltd (NBL) at different points of time. The share price is Rs. 470 three months before the announcement date and reached to Rs. 480 with the announcement and afterwards the price reduced to Rs. 370. Similarly, share price of Nepal Investment Bank Ltd (NIBL) increased from Rs. 1170 to Rs. 1331 from base date to ten days before the announcement date. The price was Rs. 801 at the day of announcement whereas it is Rs. 880 after 7 days and Rs. 831 after six months of rights share issue. Actual share price of Bank of Kathmandu (BOK) decreased from Rs. 1015 to Rs. 801 from base date to ten days before announcement date. It was Rs. 815 on the day of announcement where it was Rs. 460 seven days after announcement and Rs. 315 six month after announcement. This shows that there was a hasty decrease in the actual price except on the day of announcement. The share price of People's Finance Ltd (PFL) is decreased from Rs. 105 to Rs. 95 ten days before announcement date i.e. less than par value. The share price was Rs. 95 at the day of rights announcement and it remained unchanged after seven days and six months of announcement. Before three months of announcement, share price of NIDC Capital Market is Rs. 400 and it rose up to Rs. 410 before 10 days of announcement. But after seven days of rights issue, there is extreme decline in NIDC's share from Rs. 410 to Rs. 220. After six months, the price fell down to Rs. 180, a commendable reduction in price.
Correlation coefficient between share price movement and general market movement during five different points of time
In practice, general market movement also affects the share price. So it is indeed important to study correlation between the share price movement of sample organizations and general market movement. It is seen in practice that sometimes not only rights offering but also general market movement cause the declination in share price. After calculating correlation between share price movements of sample organizations and general market movement following results have been obtained. e) More than 50% investors like to subscribe rights share just to increase the number of shares. f) Existing legal provision is not adequate and needs to be amended as soon as possible.
g) The under-subscription of rights share is caused by various factors such as lack of investor's awareness, low performance of companies and lack of adequate information.
Among these factors, lack of adequate information to shareholders is major.
